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TAX FORUM
DORIS L BOSWORTH, CPA, Editor 
Peat, Marwick, Mitchell & Co. 
New York, New York
FINAL REGULATIONS - SEC. 482
With the publication of the proposed regu­
lations under Section 482 in August, 1966, 
greater emphasis was placed by the Treasury 
Department on the examination of returns 
involving taxable entities controlled by the 
same interests.
Some of the ensuing problems have been 
discussed in the Tax Forum in prior issues. 
A review of this area is now recommended due 
to the publication of final regulations in T. D. 
6952, 4/16/68.
Basically, the final regulations describe the 
applicability of the “arm’s length’’ standard 
to five types of transactions. In certain instan­
ces they also indicate a “safe haven” rule 
which will be acceptable, unless the taxpayer 
desires to establish more appropriate standards.
Your attention is called to the significant 
changes, as set forth in the Treasury news 
release accompanying the final regulations. 
Due to their importance in connection with 
future transactions between related entities, 
however, a detailed study of these changes is 
recommended.
Sales of Tangible Property
There is no alteration in the description 
of the three pricing methods to be used in 
determining an arm’s length price, nor the 
conditions under which each is to be applied. 
In connection with the “comparable uncon­
trolled price” method, however, a greater 
range of adjustments may be taken into 
account.
The limitation in connection with the use of 
a fourth method, predicated on its use by 
the taxpayer in the past, has been removed; 
but its appropriateness must still be estab­
lished. The Service has indicated the possi­
bility of approving guidelines for a given 
industry where its members have chosen a 
fourth pricing method.
Loans or Advances
The proposed regulations set forth a safe 
haven rule concerning interest to be changed 
on loans between related parties, with a range 
of from 4% to 6% simple interest. In the 
alternative, the burden rested with the tax­
payer to establish a more appropriate arm’s 
length interest rate.
The final regulations interject a third possi­
bility. The interest rate will not be disturbed 
upon examination if it lies somewhere between 
the arm’s length rate and the safe rule. Trans­
lated into specific percentages, if the appro­
priate arm’s length interest rate can be estab­
lished at 7%, and 6½% has been charged, the 
Treasury Department cannot apply the im­
puted interest rate of 5% due to the excess 
over the safe haven rule, nor can it adjust the 
charge to 7%.
Performance of Services
The criterion for determining an arm’s length 
charge for services rendered a related taxpayer 
has been modified. Under the proposed reg­
ulations, unless the performer rendered services 
as part of a trade or business the charge was 
deemed to be equal to the costs incurred.
Under the final regulations, where the 
rendition of services constitutes an integral 
part of the activities of either of the related 
parties (even though neither is in the business 
of rendering such services), the arm’s length 
rule concerning costs incurred will not prevail.
Prop. Reg. 1.482-2(b) (7) has been published 
delineating the instances in which services 
are considered an integral part of the business 
activity of the related parties. Under Rev. 
Proc. 68-22, IRB 1968-19 taxpayers may re­
quest application of the rules to past taxable 
years under the previously proposed regu­
lations. 1.482-2(b) (7).
Use of Tangible Property
The safe haven formula applicable to owners 
and users of tangible property not engaged in 
the rental business has been altered. The 
Treasury news release merely stipulates that 
the changes in the formula provide a level 
rental charge; but a detailed study indicates 
the final regulations go beyond this.
14
All taxpayers adopting the safe haven for­
mula should, therefore, examine this final 
regulation for possible revision of their present 
rental charges.
Transfer or Use of Intangible Property
The detailed rules concerning bona fide cost 
sharing arrangements in connection with the 
transfer of intangible property between related 
interests, have been replaced by a statement of 
the general rules based on arm’s length stand­
ards. This extremely complex area of the 
regulations may receive additional relief 
through submission of cost sharing plans to 
the Service for prior approval; although the 
possibility of such a remedial administrative 
procedure is only being studied at this time.
As stated at the outset, all of the foregoing 
represents changes effected in the final reg­
ulations under Section 482, to be found in the 
news release accompanying their publication. 
It is apparent, however, that any taxpayer 
coming within the purview of this Section 
must “review the bidding” to ascertain that 
current requirements are being met; or even 
with the idea of taking advantage of modifi­
cations in the future.
Side Effect
While on the subject of Section 482, your 
attention is called to certain side effects of 
its applicability. Social Security Tax Ruling 
154 sets forth the various circumstances under 
which an individual performing services for 
related companies may be subject to more 
than one Social Security tax liability. The 
results are dependent upon the treatment of 
the individual’s compensation, as between 
companies.
To take one example, if an individual is 
an employee of one entity, but performs 
certain administrative duties for related en­
tities, for which a management fee is charged, 
only the employer company would be liable 
for Social Security tax on the first $7,800.00 
of his wages. Where, however, the employer 
company allocates a portion of his salary 
among the related companies on the basis 
of services performed for. each, dual employ­
ment is deemed to exist, and each company 
would be liable for Social Security taxes on 
the first $7,800.00 of compensation so al­
located.
Where several such situations exist within 
one group, Section 482 compliance should be 
approached in the light of the rules set forth 
in Social Security Tax Ruling 154.
TWENTY-FIVE YEARS AGO-in THE WOMAN CPA
On June 10, 1943, the President signed the Current Tax Payment Act of 1943, thus marking 
the end of months of effort on the part of Congress and the Administration to evolve a plan 
for placing individual taxpayers on a pay-as-you-go basis. The new law is applicable to individuals 
only and does not extend to corporations, estates or trusts. It imposes no new tax nor does it 
remove any old ones. It merely provides a means for collecting current taxes, as far as possible, 
during the year, as in the past.
As is inevitable in shifting from one major tax plan to another affecting some forty-five million 
taxpayers, the new Act is quite complex in its provisions.
From "The Current Tax Payment Act of 1943" by Mary E. Humphrey, August 1943
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